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China initiated economic reform in 1978 in the rural sector, state-owned sector, and 
non-state-owned sectors. The reform was extended to include foreign direct investment 
(FDI) and trade, particularly in the 1990s. Overall, the economic reform has been 
beneficial for rapid accumulating wealth and creating fast economic growth in the past 
few decades.  
 
The major objective of this thesis is to study the impact of China’s outward-oriented 
economic reform on income inequality. This study systematically tested three 
hypotheses: (1) outward-oriented economic reform has had an overall 
inequality-decreasing effect in China at the national level; (2) there has been income 
convergence among China’s provinces; and, (3) FDI reform has had a reducing effect on 
wage inequality at the sectoral level. This comprehensive study and the use of highly 
detailed micro data contribute to the literature. 
 
The GDP-based inter-provincial Gini coefficients on the national, eastern, central, and 
western regions from 1978 to 2007 were constructed. The calculated Gini coefficient 
shows that income inequality was widening in the 1990s, especially in the eastern 
region. The increased income inequality coincided with the period of all-around 
economic reform and accelerated when outward-oriented reforms were implemented. 
The Gini coefficient is then associated with reform indicators. For this national level 
study, first, the regression result shows that trade and SOE reforms lead to income 
inequality; whereas, FDI and growth improved income inequality. The eastern region 
dominates the inequality-increasing effect of trade and inequality-decreasing effect of 
FDI. Regional effects are important in explaining income inequality. The reform 
package introduced in 1992 plays an important role in the overall inequality-increasing 
effect. 
 
For the provincial level study, income convergence for each of the study provinces from 
1952 to 2007 was examined by testing for stochastic convergence and β-convergence. In 
the stochastic convergence analysis, the unit root test with endogenous structural 
break(s) suggests that breaks concentrate on the 1978 – 1984, 1992 – 1994, and 1996 – 
1997 periods, which coincide with the period of the initial economic reform, all-around 
economic reform, and, accelerated FDI and trade reforms. This suggests that economic 
reform appears to be powerful in changing the path of a province’s relative income 
toward convergence. Second, many of stochastically convergent provinces occur in the 
eastern region, which received government reform priority. Third, the β-convergence 
result reveals that many provinces, especially for eastern provinces, converge to the 
national average during the post reform period. Some poorer provinces receive less 
benefit from the reform and thus income divergence, during the reform period. 
 
For the sectoral level study, the impact of FDI on wage inequality was examined using 
micro-based survey data. The results firstly suggest that wage is associated with 
worker’s quality and condition, e.g. age, education, and occupation. Secondly, higher 
wage premiums usually occur in emerging sectors, including transportation and real 
estate sectors. Whereas, lower wage premiums usually occur in weakening sectors, such 
as agricultural and construction sectors. The regression results show that FDI appears to 
decrease wage inequality across sectors. However, the year indicator implies that FDI 
reform in the 1990s has had an overall increase of wage inequality across sectors. 
Overall, FDI appears to reduce income/wage inequality in China.
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